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EL SALVADOR: KEY ECONOMIC INDICATORS 
(In US $ Million unless otherwise indicated) 


$1.00 equals Colones 2.50/All Balances are End of Year 


Aggregated Supply And Demand 1980 1981 1982 4/ 


GDP (Current Prices) 3,537.2 ‘3,384.0 
Annual Change in Real GDP (2) -9.0 -9.5 
Private Capital Formation (%) -55.8 -10.5 
Agriculture (%) -4.9 -10.1 
Merchandising (2) -11.3 -13.9 
Manufacturing (2) -16.0 -15.8 
Transport , Storage, Communications(Z) Fie -11.8 
Per Capita Income (Current Prices) 739.7 708.8 


Foreign Sector 
Exports 1,070.3 794.1 


Coffee 615.2 452.6 
Cotton 87.1 52.6 
Sugar 13.3 14.0 
Shrimp 14.6 18.7 
Imports 971.7 985.8 
Non-Petroleum Production Goods 393.1 420.0 
Current Balance 17.6 268.0 
Capital Balance -213.8 101.8 
Net International Reserves -69.9 -149.0 
Public Sector Foreign Debt 475.0 650.0 
Public Sector Foreign Debt Service 1/ 39.1 39.4 
Central Government 2/ 
Current Revenues 407.9 435.8 
Current Expenses 430.9 493.4 
Capital Expenses 184.2 190.7 
Overall Surplus/Deficit -206.8 -248.3 
Banking Sector 
Money Supply (Mj) 623.5 627.4 
Credit Outstanding to Private Sector 920.3 974.4 
Credit Outstanding to Public Sector3/ 743.8 1,022.7 
Private Sight Deposits 278.7 280.2 
Private Time and Svgs. Deposits 453.5 556.8 
Wages and Prices 
Change in Consumer Prices 17.4 11.6 
Avg. Monthly Agricultural Wage ($) 162.0 169.0 
Avg. Monthly Manufacturing Wage ($) 172.8 183.3 


1/7 Includes autonomous institutions except the Central Bank. 

2/ Cash budget, excludes all autonomous institutions. 

3/ Includes public financial institutions. 4/ Preliminary estimates. 
Source: All data comes from the Central Reserve Bank of El Salvador, except 
for wage data which comes from the Salvadoran Social Security Institute. 





SUMMARY 


Overall performance of the Salvadoran economy in 1982 fell short of 
projected goals anticipated in 1981, but the drop in real output (-5.4 
percent) was less than in the preceding two years. El Salvador's inability 
to extricate itself from the economic doldrums can be attributed in large 
part to factors beyond the GOES' or private sector's control. Prices for 
major exports-~particularly for coffee and cotton--remained depressed in 
1982. A continuing foreign exchange shortage, which is in part the result 
of reduced export levels, helped to keep the highly import-dependent 
industrial sector from increasing output. In 1982 the guerrillas continued 
to target the economy, particularly the economic infrastructure. 


In the key agricultural sector (which provides about 50 percent of total 
employment, 25 percent of GDP and 60 percent of foreign exchange earnings), 
1982 performance was mixed. The production of two key export crops, coffee 
and sugar, increased (although generally prices remained depressed except 
for sugar sold to the U.S.) while basic grains production suffered a 14 
percent decline in volume terms. El Salvador's food imports increased by 
three percent from about $145.6 million in 1981 to $150.2 million in 1982, 
despite a sharp decline in imports as a whole. Weather and continued 
violence in rural areas were important factors in the decline of basic 
grains production. 


Although the overall trade balance improved slightly in 1982, the 
improvement resulted from a significant decline in imports, particularly of 
imtermediate and capital goods. Exports were also down from 1981, to about 


$700 million. All major exports declined in 1982 except shrimp and sugar, 
the latter because prices in the U.S. market were substantially above world 
prices, and El Salvador's share of the U.S. import quota absorbs almost all 
of the exportable surplus. 


The scarcity of foreign exchange caused by the drop in exports had negative 
ramifications on the manufacturing industry, which is quite dependent on 
imported inputs. Overall output was down by 5.9 percent. Other factors 
responsible for the decline include continuing depressed demand in El 
Salvador's major markets for manufactured goods (the Central American Common 
Market (CACM) and the domestic market), violence, sabotage, and political 
uncertainty. 


The principal objective of the GOES' economic policies on the fiscal and 
monetary side is to maintain economic activity to the extent possible given 
revenue constraints and a longstanding preference for stable price levels. 
On the fiscal side, current expenditures increased 12 percent in 1982 over 
1981, while current revenues were roughly the same, leading to a substantial 
increase in the deficit on current account. Capital revenues and 
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expenditures both declined, causing delays in the implementation of a number 
of investment projects. Priority investment areas in 1982 were agrarian 
reform, restoration of vital public services and assistance to displaced 
persons. 


The consumer price index increased by about 15 percent in 1982, a modest 
increase given the severity of the economic pressures faced by GOES 
policymakers. M, increased by 3.8 percent and Mj by 10 percent. Credit 

to the private sector increased significantly--by 12.9 percent, while credit 
to the public sector increased by about 10 percent. 


International assistance continued to be a key factor in ameliorating the 
worst effects of the war and of the four year long economic decline. U.S. 
economic aid totaled about $193 million; aid from international financial 
institutions such as the IMF, the IDB and the IBRD totaled about $122 
million. Mexico and Venezuela also contributed about $50 million in balance 
of payments assistance through the oil facility. 


MACROECONOMIC DEVELOPMENTS 


Real GDP in 1982 fell by 5.4 percent, marking the fourth straight year of 
real decline. Current GDP was up slightly in 1982 to approximately 3.7 
million dollars, compared to 3.5 million dollars in 1981. Real GDP has 
fallen by about 25 percent since 1978. Assuming an annual population growth 
rate of about 3.0 percent, real per capita income has dropped by about 
one-third in the past four years. Every major sector in the Salvadoran 
economy saw its real output drop between 1982 and 1981, with construction 
(-11.7 percent), agriculture (-7.4 percent), transport and communications 
(-6.5 percent) and manufacturing (-5.9 percent) leading the plunge. 


While sluggish international markets for El Salvador's major exports have 
played a major role in depressing economic activity, the ongoing guerrilla 
sabotage against the economy has had a devastating effect on production and 
on confidence. Direct damage to the economy between 1979-1982 has been 
estimated at about $600 million. This estimate includes destruction of 
commercial and manufacturing establishments, the cost of replacing 
infrastructure items such as roads and bridges, excess budget revenues for 
defense and for caring for civilians displaced by the fighting and damaged 
crops and other lost agricultural production. Indirect damage such as 
capital flight, lost commercial credits or increased food and fuel imports, 
is more difficult to measure but is also substantial. 


A principal effect of the war against the economy has been a precipitous 
drop in domestic investment levels--nominal private fixed capital formation 
declined by 56 percent between 1978 and 1982. Nominal public sector 
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investment dropped by about 15 percent in the same period. The plunge in 
investment levels has a short term depressing effect on employment and 
output. But the long term impact is also serious--deterioration of capital 
stock, roads, bridges, the electrical system, agricultural productive 
capacity, the educational system, etc.--making the road to economic recovery 
once the war is over all the more rugged. 


AGRICULTURE 


In the 1982-83 agricultural year the production of two key export crops in 
El Salvador, coffee and sugar, increased, while the output of cotton and 
basic grains declined. The increase in the output of coffee, which is a 
permanent crop, can be explained by cyclical factors, particularly by 
healthy prices five years ago when many of the trees just now beginning to 
bear fruit were first planted. The increase in sugar yields in 1982 
compared to 1981 reflects improved availability of inputs and credit as well 
as better price outlooks for this crop. Cotton production was off slightly 
from 1981-82. 


The production of basic grains was off by 14 percent in volume terms in 
1982-83 compared to 1981-82. The principal causes of the decline were a 
drought in August 1982 followed by heavy flooding in September, as well as 
continuing violence in the countryside. Both the violence and the weather 
took their greatest toll in the remote, mountainous areas of the east and 
north of El Salvador which have the heaviest concentration of basic grains 
production. Cotton production, which declined slightly in 1982, has also 
been seriously affected over the past three years by sabotage. 


Livestock output improved slightly in 1982, although the total herd size 
remains sharply below pre-1979 levels. Fisheries, particularly shellfish 
such as shrimp and langostino, which have strong overseas markets, fared 
much better. Total fisheries production in volume terms was up by 52 
percent from 1981. Shellfish production led the boon. 


El Salvador continues to import a significant amount of its domestic food 
needs, a trend which accelerated since the guerrilla war intensified in 
1979. Key food imports include milk and dairy products, rice, corn and a 
wide range of processed foods plus raw fruit and vegetables. Rice, wheat, 
and cooking oil were imported under PL-480. Given high quality land, good 
climatic conditions and a plentiful rural labor force, there are excellent 
prospects for agricultural diversification in El Salvador, for both the 
domestic and export markets. 





MANUFACTURING 


Manufacturing output dropped by less than six percent (5.9) in real terms 
between 1981 and 1982, slowing the precipitous rate of decline of nearly 16 
percent for each of the two preceding years. Industrial production in 1982 
was 64 percent of peak 1978 levels (at constant 1962 prices). Shrinking 
domestic and foreign markets, falling export prices, inadequate foreign 
exchange and political uncertainty, while still affecting manufacturing 
output negatively, are apparently having a somewhat less drastic impact than 
in prior years. The most critical constraint on industrial recovery is 
inadequate foreign exchange with which to import raw materials and capital 
goods. During 1982 and continuing in 1983, El Salvador's vigorous private 
sector, with the encouragement and support of the GOES, USAID's private 
sector support program and the Interamerican Development Bank's Industrial 
Recovery Fund Loan, has undertaken a major effort to rehabilitate the 
manufacturing sector and expand the use of installed capacity. 


The continued sluggishness of the CACM is another barrier to recovery of the 
industrial sector. The CACM had been a key factor in El Salvador's 
industrial development, absorbing an increasing share of El Salvador's 
manufactured goods exports over a 20-year period. However, El Salvador's 
exports to its CACM partners have fallen from a high of $295 million in 1980 
to $174 million in 1982. Stagnant demand in the CACM countries due to 
economic recession, restrictions by CACM members on all but priority imports 
because of balance of payments disequilibria and falling Salvadoran output 
are major factors behind the decline. The payments disequilibria within the 
CACM as a whole, and El Salvador's substantial indebtedness to Guatemala, 
are problems which will need to be resolved before the CACM can hope for a 
healthy revival. 


CONSTRUCTION 


Total construction activity, which had increased between 1980 and 1981 
mainly due to large government-financed projects, declined about 12 percent 
during 1982. During 1982, publicly-funded construction focused on 
labor-intensive projects providing some job opportunities for unemployed and 
unskilled laborers in construction of basic rural and urban infrastructure 
and low-cost housing. However, due to resource constraints, the total value 
of public construction fell from $85.3 million on 1981 to $58.8 million in 
1982. New private construction activity rose substantially over the 1981 
low of $43 million, to $66.9 million, but even this dramatic increase failed 
to offset the decline in public construction. In 1978, construction output 
constituted 4.5 percent of the gross domestic product; in 1982 it was only 
2.3 percent of a reduced GDP. Real output of the construction sector as a 
whole has dropped by 60 percent since 1978. It is estimated that in 1982 
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only 40,000 workers were employed in construction activities versus 70,000 


three years earlier. In addition to the depressed economy, high interest 
rates also discouraged borrowing for construction activity. 


CONSUMPTION 


Although nominal consumption expenditures increased by 3.8 percent in 1982 
compared to 1981, in real terms total consumption declined by 6.0 percent. 
Private consumption dropped by 6.7 percent, while public consumption 
expenditures declined by 2.3 percent. The private sector's share of real 
expenditures increased slightly to 85 percent of the total. Government 
consumption remains at the historically high level of 15 percent of total 
(it averaged 12 percent during the early to mid 70s) due to deliberate GOES 
efforts to maintain aggregate demand, to the requirements of fighting the 
guerrilla war, and to falling private income due to the depressed overall 
economic situation. 


INVESTMENT 


Real domestic investment declined by 22.6 percent in 1982 compared to 1981. 
Private fixed capital formation continued its 4-year long downward spiral, 
dropping 6 percent in real terms, while real public fixed capital formation 
declined even more sharply, by 35 percent. Despite the plunge in public 
fixed capital investment, as a share of the total, public sector investment 
remains at historically high levels (about 45 percent of the total in 1982, 
compared to 35 percent in 1977 and 30 percent in 1978). 


The principal factor underlying stubbornly low investment levels is the lack 
of confidence over the medium to long term. The private sector is 
understandably reluctant to commit significant funds to improvements in 
productive capacity so long as the guerrillas continue to make the economy a 
principal target of their military strategy. Public sector investment 
levels are restricted by revenue availability, which has declined due to 
sluggish economic activity and competition for resources. 


Investment financed by international donors has helped El Salvador maintain 
and in a couple of cases improve its economic infrastructure, which will be 
a key factor in any long term recovery. For example, the Inter-American 
Development Bank (IDB) has provided financing for a modern hydroelectric 
plant at San Lorenzo, as well as for water and animal health projects. 
USAID's project assistance efforts are focused on short term goals such as 
restoring public services damaged by the war, and on longer term goals in 
the irrigation, health, education, housing, and population areas. 





SERVICES 


The services sector is a key component of the Salvadoran economy, 
contributing some 50 percent to GDP, at constant prices. In 1982 services 
output followed the same general pattern as the rest of the economy, 
dropping around 5 percent. 


Two of the most important activities, commerce and personal services, fell 
by 4.7 percent and 5.7 percent respectively. Transport and communcations, 
both of which suffered heavy and systematic attacks from terrorism, also 
fell about 6.5 percent. On the other hand, banking and financing did better 
in 1982, compared to 1981. Deposits continued to increase, and all banks 
(except one--a foreign bank) showed net profits (an average of 15 percent on 
suscribed capital) at the end of the year. Insurance industry profits also 
increased during 1982. 


EXTERNAL SECTOR 


The current account deficit in 1982 increased to -$277 million, reflecting a 
deterioration in the net services account and a continued deficit in the 
trade balance. However, the overall deficit (which takes into account 
autonomous capital inflows, or non-compensatory financing) improved slightly 
in 1982 to -$152 million. Net private capital outflows dropped drastically 
between 1981 and 1982, from $83 million to $29 million. Compensatory 
financing (or financing acquired for the specific purpose of financing the 
BOP deficit) increased dramatically in 1982 to $222 million from $87 million 
in 1981. The principal sources of BOP financing in 1982 were official 
donors such as USAID and the IMF. Net international reserves, up from 
-$149.0 million in 1981 to -$67.2 million, reflected increased economic 
assistance to El Salvador, mostly from the United States. 


El Salvador presently has a 3-tier foreign exchange market. The official 
exchange rate is fixed at 2.5 colones per dollar, while the parallel market 
rate in 1982 hovered between 3.75 - 3.9 colones per dollar. Transactions 
designated for payment through the parallel market include imports of 
nonessential goods, travel and educational expenses, royalties, dividends, 
management fees, and, on the receipts side, exports of non-traditional 
products outside of the CACM. Both the official and parallel markets are 
legal. The black market, which the GOES has declared illegal, had a rate 
which fluctuated approximately between 4.4 - 4.6 colones per dollar in 
1982. While most transactions took place at the official rate, the GOES is 
now moving an increasing number of categories (including profit remittances 
and dividend and royalty payments) to the parallel market. While the 
ultimate intention is to unify the two legal foreign exchange markets, there 
are no plans for the present to undertake a general devaluation. 





TRADE 


The trade balance improved slightly in 1982 compared to 1981, although the 
deficit remained substantial at $183 million (compared to -$192 million in 
1981). The improvement resulted from a sharp contraction of imports--$883 
million in 1982, down over $100 million from 1981. The decline in imports 
is a reflection of the overall decline in economic activity and of the 
higher costs of imports due to the increasing scarcity of foreign exchange. 
All principal categories of imports--consumer, intermediate and capital 
goods--declined in value, with imports of intermediate goods, particularly 
agricultural and construction inputs, exhibiting the most pronounced drops. 
In 1982, El Salvador spent about $5.6 million less than in 1981 for oil 
imports, mainly due to depressed world oil prices. 


Exports also declined significantly in 1982, to $700 million, or a 40 
percent nominal decrease since 1979. Except for sugar and shrimp exports, 
all other major exports--coffee, cotton and products (mainly manufactured 
goods) sold to other CACM members--were down compared to 1981 levels. 

Coffee and cotton prices remained stagnant during 1982. El Salvador has not 
been able to compensate for falling prices by increasing the volume of 
coffee exports because of export quotas set by the ICO (of which El Salvador 
is a member) and to limited demand and fierce competition in non-ICO 
markets. Since coffee production capacity is far greater than export 


levels, El Salvador must maintain large inventories of coffee both abroad 
and in domestic warehouses. 


El Salvador's deficit in the services account of the balance of payments 
increased by $20 million in 1982, to -$147 million. The most signifiant 


increase in outflows was the international investment category which covers 
debt service payments on foreign loans as well as dividends, royalties and 
licensing fees owed by Salvadorans to foreign companies. 


FISCAL OPERATIONS 


The GOES budget for 1982 totaled $778.6 million in expenditures, or 
approximately the same level as 1981. Of total expenditures $248.4 million 
was financed by external loans ($67.4 million) and by domestic borrowing 
($181.0 million). Current revenues remained constant in nominal terms while 
current expenditures rose by 12.1 percent. As a result, the deficit on 
current account increased to $152.5 million compared to $90.0 million in 
1981. 


The stagnation in current receipts reflected a 14 percent drop in taxes on 
foreign trade (which traditionally provide 30 percent of current revenues) 
due to low international prices and reduced export volumes as well as to a 
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reduction in taxable imports because of foreign exchange shortages. This 
reduction was offset by a 45 percent increase in non-tax receipts as a 
result of increased profits on the administration and sales of petroleum 
products. 


The increase in current expenditures is primarily the result of an increase 
in debt service. All other current expenditures declined over the 1981 
level, as a result of the government's efforts to reduce the fiscal 

deficit. Capital expenditures declined by 22.5 percent. This reduction had 
a negative effect on public investment, which, according to gross domestic 
product data, declined by 35 percent in real terms. The reduction in the 
capital budget was necessary to adjust expenditures to receipts. Actual 
capital receipts were $173.4 million, or 33.6 percent less than budgeted and 
39 percent less than in 1981. The shortfall in revenues called for major 
adjustments in the capital budget, including the postponement of some 
capital investment projects. Priority was given to projects in the areas of 
agrarian reform, restoration of vital services, attention to displaced 
persons, the payment of the agrarian reform debt and increases in the 
capital of the nationalized banking system. 


On a sectoral breakdown, central government expenditures in 1982 were 
distributed as follows: social development 30.9 percent, administration and 
general services 23.9 percent, economic and financial services 23.1 percent, 
infrastructure development 11.8 percent, production development 8.3 percent, 
and development of national resources 2.7 percent. 


MONETARY DEVELOPMENTS 


The Central Bank continued to pursue conservative monetary policies in 

1982. The money supply (M,) increased by only 3.8 percent while M2 
increased by 10 percent. Total private sector deposits in the banking 
system grew by 11.8 percent, mainly as a result of a sharp increase of 16.9 
percent in private sector's time and savings deposits. This is a positive 
indicator of the public's confidence in the nationalized banking system, and 
of a decline in the public's liquidity preference. The increase in deposits 
provided the banking system with enough liquidity to meet private and public 
sector credit demands. Total loans and investments of the banking system 
increased by 11.6 percent. Unlike 1980 and 1981, private sector credit grew 
by 12.9 percent while public sector credit grew by 10.3 percent, compared to 
a 37 percent growth registered last year. As a result, the private sector's 
share of total credit increased for the first time in over four years. The 
modest increase in public sector credit reflects fiscal restraint and the 
efforts of the Salvadoran authorities to comply with the credit targets 
established in the IMF standby agreement which was signed in mid-1982. 
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The consumer price index increased by 15 percent in 1982. This is a 
relatively modest increase given the economic difficulties facing the 
country and the transfer of approximately 20 percent of total imports to the 
parallel market. This result is due in part to price controls including 
wages, issued in December 1980, and to prudent monetary policy. The index 
for foodstuffs increased by 11 percent, or less than the general index, and 
the index for apparel by 16.5 percent. 


LABOR AND EMPLOYMENT 


About 45 percent of the economically active population in El Salvador is 
dependent on the agricultural sector for employment. Limited geographical 
size and high population density inhibit expansion of employment 
opportunities within agriculture even during periods of economic growth; 
recent reductions in acreage planted in cotton and the depressed outlook for 
coffee have had a severely negative effect on agricultural employment. 
Acreage planted to cotton in 1982 was less than 50% of the area planted in 
1978. Coffee production is expected to decline due to reduced investment in 
new plantings, fertilizer, and rust control. 


During the 1970s, new employment opportunities in manufacturing and service 
industries offset the limited agricultural employment situation and overall 
employment rose steadily by five percent per year from 1976 to 1979. 
Political instability and world recession have contributed to a drastic 26 
percent drop in jobs since 1979 and have reduced total agricultural 
employment to about 988,000. Unemployment in 1982 is estimated at about 40 
percent of the economically active population. Wages and salaries have been 
frozen since January, 1981, and statistical studies show that the modest 
increases permitted during 1982 and 1983 were implemented only 
sporadically. Average monthly wages in agriculture and manufacturing 
declined between 1981 and 1982, falling by seven percent and .2 percent 
respectively. The minimum wage is 5.2 colones per day in the agricultural 
sector, and 11 colones per day in manufacturing enterprises located in the 
capital. 


PROGRESS ON ECONOMIC REFORMS 


BANKING REFORM: On March 7, 1980, El Salvador's domestic commercial banks 
and savings and loans associations were nationalized. The bank 
nationalization law provides for the monetary authorities to take over the 
Management and control of the nationalized institutions, carry out audits to 
determine their net worth, compensate the former stock holders and return to 
the private sector 49 percent of the total shares of the banks. 
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During 1982 the monetary authorities continued the banking system 
nationalization process, with the near completion of all the actions 
necessary to initiate the sale of bank shares to the public in early 1983. 
The social capital of the nationalized institutions was increased and their 
accounting value determined. All shares have a face value of $40. 


As of December, 1982, the previous owners of the banking system had received 
approximately $60 million in compensation, in the form of 5 year bonds 
bearing 9 percent interest. Interest and amortization payments on these 
bonds were paid as scheduled in 1982. 


Total deposits of the nationalized institutions rose by 16.0 percent in 
1982, and total credit and investments increased by 12.5 percent. The 
increase in deposits may be partly attributed to an upward adjustment in 
interest rates beginning on February 1, 1982. All nationalized financial 
institutions reported profits during 1982. 


AGRARIAN REFORM: During 1982, the GOES made significant progress in 
carrying out its land reform program, despite some uncertainties in the 
immediate aftermath of the March elections regarding Decree 207 (Phase III). 


Phase I of the agrarian reform affected properties in excess of 1,250 
acres. All properties falling under the original implementing decree (153) 
have been expropriated. The total amount of land affected by Phase I is 
about 554,300 acres, which represents about 15 percent of total arable land 
in El Salvador; almost 200,000 campesinos have benefited from Phase I. 


Phase III, by which campesinos who rented land can claim up to 17 acres as 
their own, affects a larger number of property owners than Phase I. Due to 
the small size and geographical remoteness of many of the plots, plus the 
logistical difficulties of providing legal proof of tenancy, Phase III is in 
some ways a far more complex undertaking than Phase I. One outcome of the 
legal and logistical entanglements of Phase III has been a series of 
disputes involving new and ex-landowners in which many claimants have been 
evicted from their lands. In 1982, the GOES, with the assistance of the 
Salvadoran armed forces, attempted to resolve the eviction problem as 
peacefully and as rapidly as possible. 


Despite such problems, the GOES and FINATA, the Phase III implementing 
agency, have made significant progress in carrying out Phase III. As of the 
end of December, 1982, 408 definitive and 34,674 provisional titles were 
handed out, benefiting about 233,000 campesinos. By the end of 1982, 
approximately 153,400 acres of land had been claimed under Phase III. 


Given the problems of adjustment to a new form of land tenancy, 
uncooperative weather in 1982 and the difficulties caused by the guerrilla 
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war in the countryside, production of basic grains and export crops in the 
reformed sector is remarkably stable. 


In 1982 the GOES quickened the pace of compensation to former owners. Over 
$9 million in cash and $72 million in bonds was paid by the end of 1982 for 
land expropriated under Phase I and Phase III, 


The question of how and whether to implement Phase II of the agrarian reform 
(which would affect farms from about 250-1250 acres) remained unresolved 
during 1982. Phase II could affect up to 182,000 acres after owners have 
claimed their 250/375 acre reserve rights. Much of this land produces major 
export crops such as coffee, cotton, and sugar. 


INTERNATIONAL MARKETING REFORMS: Early in 1980, the GOES nationalized the 
export of two key products, sugar and coffee. Together these two products 
account for over 60 percent of total merchandise exports. The principal 
purpose of the nationalization was to increase GOES control over vital 
foreign exchange resources. The GOES created two institutes, INAZUCAR and 
INCAFE, to continue purchasing products from domestic growers and selling 
them abroad. 


INAZUCAR also expropriated most of the sugar mills, but returned management 
to the ex-owners for a fee. Generally, INAZUCAR's prices paid for both raw 
cane and its management fees have been remunerative, and the nationalization 
itself has caused a minimum of market disruption. On the other hand, 
INCAFE's management of coffee sales has been widely criticized by coffee 
growers. INCAFE's problems are in large part due to depressed world coffee 
prices and large surplus stocks. INCAFE's new management (named March 7, 
1983) is attempting to broaden private grower participation in major 
decisions and is actively seeking non-traditional markets for Salvadoran 
coffee. 


IMPLICATIONS FOR UNITED STATES BUSINESS 


PROSPECTS FOR U.S. EXPORTS: El Salvador's total imports in 1982 declined by 
more than 10 percent from 1981 levels, reflecting the overall economic 
decline and the shortage of foreign exchange. Although the U.S. share of 
the market increased from 25.4 percent in 1981 to 27.4 percent in 1982, the 
absolute value of U.S. exports to El Salvador declined by $8 million. To 
allocate foreign exchange receipts, the Central Bank (BCR) has designated 
the purchase of food and medicines, raw materials and intermediate goods for 
industry and agriculture, and capital goods as priorities for the use of 
available foreign exchange. The Central Bank expects that imported items 
will be financed half by 90-180 day supplier's credits, and half by an 
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irrevocable letter of credit issued by the BCR. Payments to foreign 
suppliers have frequently been delayed due to constraints on foreign 
exchange availability. During 1982 USAID balance of payments support and 
the signing of a standby agreement with the IMF helped to ease pressure on 
foreign exchange supplies. In addition, the IDB provided a $40 million loan 
to finance imports of inputs essential to recovery of the industrial 

sector. It is anticipated that the total amount of the fund will be loaned 
out during 1983, and the IDB is considering a possible second stage in late 
1983. U.S. exporters of intermediate goods and raw materials can expect to 
find healthy demand for their products. 


U.S. exporters who have chosen not to pursue the El Salvador market 
aggressively may wish to make note of recent evidence of strong market 
potential here for replacement or upgrading of materials used in key sectors 
of the economy. A Medical Equipment Catalog Show held in San Salvador in 
May, 1983, attracted a record 400 visitors and offered convincing evidence 
of the eagerness of local buyers for U.S.-made products. The two-day event 
generated nearly 2000 trade leads for the 97 exhibitors, many of whom were 
new to the export market. Several companies received urgent requests for 
more information about high-technology equipment also manufactured by 
better-known competitors who had not participated in the marketing event. 
Despite import financing difficulties, there is a continuing healthy demand 
in El Salvador for the range of U.S. intermediate and capital goods such as 
medical equipment, food processing and packaging machinery, materials and 
port cargo handling equipment, security and safety equipment, textile 
machinery, and water supply and treatment machinery. 


Items related to development projects financed by international assistance 
are also good prospects for U.S. exporters. The Inter-American Development 
Bank and the World Bank expect to disburse nearly $100 million in loans to 
El Salvador during 1983 for projects. USAID has budgeted significant funds 
for restoration of vital services. We expect a continuation of demand in 
the near term future for infrastructure reconstruction equipment (bridges, 
railroad, power lines, water supply systems, irrigation). Best prospects 
for U.S. exports include construction and civil engineering equipment, power 
generators and power transmission equipment and supplies, telecommunications 
equipment, and agricultural machinery. 


INVESTMENT OUTLOOK: U.S. direct investment in El Salvador at present is 
approximately $150 million, with nearly 50 enterprises wholly or partially 
under U.S. ownership. In addition, a dozen U.S. corporations have 
franchisees or licensees in El Salvador. U.S. investment is represented in 
a wide range of economic activity, including manufacturing and assembly, 
retail and wholesale sales, and services. New foreign investment has been 
understandably discouraged by the weak economy, foreign exchange and parts 
shortages, security risks, and by global recession. However, at least three 
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firms (two U.S. and one Japanese) have recently expanded their investments 


in El Salvador, suggesting the profit outlook is bright for them despite 
some obstacles. 


The Government of El Salvador has historically welcomed foreign investment. 
El Salvador's industrial labor force has an excellent performance record and 


has demonstrated its ability to compete successfully with other countries in 
international markets. To aid investors, the country has established a free 


industrial zone where export-oriented manufacturing and processing 
industries can operate under advantageous conditions. 


Foreign economic assistance has been a key factor in maintaining investment 
levels as well as in stabilizing overall economic activity. In 1982 the 
U.S. provided approximately $193 million in development assistance project 
funding, balance of payments support and food assistance. The IMF disbursed 
$67.6 million under a stand-by agreement signed in July 1982; the IDB and 
the IBRD provided $45.4 million and $8.76 million in aid to El Salvador. 
Mexico and Venezuela, under the terms of the San Jose Accord (Oil Facility) 
provided El Salvador with about $52 million in medium term low interest 
balance of payments funding. 


OUTLOOK 


Despite the confluence of negative international and domestic economic 
conditions (low commodity prices, scarce foreign exchange, declining 
investment and employment and GDP) El Salvador's medium to long term future 
is bright. Although land is not limitless, it is rich. Agricultural 
diversification and increased investment in food processing for domestic and 
export markets could have a great positive impact on economic outlook. 


Labor is plentiful, dedicated and hardworking. El Salvador has abundant 
hydro and geothermal energy resources, many of which are already highly 
developed. The Salvadoran private sector has a well-deserved reputation for 
dynamism and creativity. 


The short term problems described elsewhere in this paper should not be 
underestimated. But neither are they unsurmountable. The GOES has pursued 
prudent economic policies and has welcomed foreign investment as a key 
factor in improving medium and long term economic development prospects. 
Thus, investors who can risk even limited resources now may find great 
rewards over the medium to long term. 
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